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REASON ONE Capitalization on computer supplies growth

REASON TWO Daisytek offers a diversity of products
REASON THREE A finely tuned distribution process

REASON SEVEN A calculated move into the office products industry

REASON EIGHT A commitment to our customers, both large and small

REASON NINE Nurturing creativity and idea sharing within our workforce

REASON ELEVEN We are the low-cost leader

REASON SEVENTEEN
REASON EIGHTEEN

REASON NINETEEN Outstanding customer service
REASON TWENTY International market leadership
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CAPITALIZATION ON
COMPUTER
SUPPLIES GROWTH
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Much of the Daisytek model is built on the “Razor Blade Theory” of supply and
demand. It goes like this: Every consumable item is an opportunity for an infinitely
recurring sale. Just as razors always need razor blades, printers always need
cartridges. While end users may make a hardware purchase once every few
years, they will return time after time for the array of consumables they need
to keep the hardware equipment up and running. In fact, typical users will spend
almost ten times more on the supplies over the life of the printer than they spend
on the printer itself.

Carrying that theory into the marketplace, we have focused our efforts on
driving demand for products that consumers use — and use again. Perhaps
nowhere does that theory translate better than to computer consumables.
Daisytek has effectively capitalized on this lucrative industry, and today our
diverse product line accommodates virtually every need. It makes for a stable,
recurring revenue stream and, we think, a smart way to do business.
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A FINELY TUNED
DISTRIBUTION PROCESS

When it comes to logistics, Daisytek has developed a razor-sharp edge on the competition. By taking
a more centralized approach than the competition and partnering with top-notch national carriers, we
are able to cut delivery costs and pass those savings directly to our customers.

For example, in the United States, using a centralized distribution model in Tennessee, we ship thou-
sands of products every day on behalf of our resellers. More than 90 percent of those shipments are
via next-business-day delivery to every imaginable place in the United States. And the cut-off time -
at 9:30 p.m. CST each day — is the latest in the industry. In fact, our fill rates are more than 99
percent on our top 250 products.

Located just minutes away from the largest FedEx facility in the United States, our 400,000-square-
foot Memphis Superhub is outfitted with the latest product-tracking and quality-assurance technology,
and approximately 70 percent of those packages are drop-shipped directly to the end user on behalf
of our dealers.

In a short period of time, we have revolutionized product delivery through our low-cost distribution
model. And now Daisytek is expanding its low-cost model to add five new regional distribution hubs.
It is no exaggeration to say that Daisytek is the Ultimate Distribution Machine.
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A FUN WORK
ENVIRONMENT

At Daisytek, having fun in what we do is part
of who we are. That’s why you'll find us having
a Hawaiian party or a Solid Gold, ‘80s-themed
talent show. Texas barbeques. Movie Star
days. Even a “Jammin’ in Jamaica” getaway
and a Cancun trip — we call it the “Run for
the Border” — to reward our top performers.
When it's time for the Daisytek team to play,
we do it with flair.

]

You'll find few doors in Daisytek offices, and
those are always open. No titles. No formality.
A fun, relaxed work environment is part of
our success. It earns fanatical loyalty and
dedication to our mission, which creates

value for our investors.
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A CALCULATED MOVE
INTO THE OFFICE
PRODUCTS INDUSTRY

When the time was right, Daisytek made a strategic move into new territory: We applied our
low-cost distribution model to the office products industry. It’s a step that netted thousands
more customers and doubled the addressable market for Daisytek. It also added about
8,000 products to our portfolio, such as file folders, writing instruments, binders,
envelopes and desktop accessories. By combining a cost structure that was nearly
half that of traditional office product wholesalers with our well-honed distribution and
marketing capabilities, Daisytek has filled a niche by giving resellers a lower-cost dis-
tribution alternative.

OPPORTUNITY DRIVERN
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NURTURING CREATIVITY
AND IDEBA SHARING
WITHIN OUR WORKFORCE

We value our employees’ ideas for improving the company, and we have a
dynamic incubation strategy that enables us to put those ideas to work. To fos-
ter our nurturing atmosphere, Daisytek has taken great strides to create an
enjoyable and open workplace in which each individual feels he or she is an
integral part of the team, regardless of whether they are at Daisytek Canada or
Daisytek Australia. We're also dedicated to sharing company information, to
keep everyone “in the loop,” so this year we debuted our very own broadcast
system, DZTV. With nearly 20 monitors mounted throughout our headquar-
ters in Allen, Texas, this Internet-administered communications tool gives
employees up-to-date information on everything from the latest sales tools and
promotions to team member birthdays and company events.

Whether it's a brainstorming session to improve the sales process or a retreat
to discuss the reinvention of the company itself, Daisytek relies on the insight
and expertise of its employees to grow the company and advance the mission.
Everyone at Daisytek is respected as a leader.

@ FOCUSED ON FUN
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Whk AREKB THE LOW-COST LEAD®BIR

Through efficient distribution at our strategically located regional superhubs and our next-business-day delivery capabilities,
Daisytek has truly established itself as the low-cost leader. And whether it's a direct-to-customer cost savings, or a savings
Daisytek enjoys that we pass on to our customers, the examples are everywhere. Next-business-day delivery shaves inventory
costs. Online catalogs slash printing costs. Centralized distribution reduces overhead costs. Our strategic relationships with
distribution partners in the markets where we operate drive down delivery costs. And the list goes on.

As you can see, Daisytek is dedicated to providing the best value in the industry for our products. Because of this, our
customers simply don't have to worry about the costs of stocking items or fear that inventory will not turn fast enough to
achieve profitability. We take care of that for them.
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Daisytek’s product offerings with real star quality are those offered by The Tape
Company, the subsidiary that serves the film and broadcast industries. Based
near Chicago, The Tape Company distributes professional tape and media
products to the entertainment, broadcast, news, motion picture and multimedia
industries. Our customers include production and broadcast companies, adver-
tising agencies, governmental agencies, cable television providers, educational
institutions and healthcare providers, as well as other users of recordable
media. Since the 1998 acquisition, we have applied our direct and life-cycle
marketing acumen to The Tape Company's thousands of customers.
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DEDICATION TO PROFITABILITY

You might say our dedication to increasing profitability is an obsession. Every manager at Daisytek — every day — is a
financial manager. Each one uses the latest financial management tools to gauge our cost and sales performance. Through
calculated and strategic expansion, corporate acquisitions and the introduction of new products, this consistent monitoring
and focus on revenues and earnings growth has paid off.

In addition, days sales outstanding, inventory turns and margins all improved in FY 2002. Despite a challenging quarter
following Sept. 11, Daisytek revenues and profits finished the year with an impressive performance, with $1.2 billion in sales,
an increase of 18 percent over FY 2001. Our net income, before nonrecurring charges and discontinued operations, increased
by 13 percent. Corresponding diluted earnings per share were equally impressive in light of the recession, with $0.98 per
share in FY 2001 to $1.03 per share in 2002

*Based on an unaudited adjusted historical financial presentation which excludes restructuring and nonrecurring charges, the results of operations of
PFSweb, Inc. in 2001 and the income (loss) from operations of a discontinued subsidiary.
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COMMITMENT
TO OUR
COMMUNITIES

Our ongoing commitment to donating our time and
efforts to the communities in which we live — in the
United States and around the globe ~ was more apparent
this year than ever. For example, in Daisytek’s home
state of Texas, the company has contributed and our
employees have generously donated their time to the
AIDS Resource Center in Dallas; KERA/KDTN, children’s
public radio and television stations in North Texas; as
well as the Collin County Children’s Advocacy Center,
dedicated to fighting child abuse. And in 2002,
Daisytek made a commitment to the Trinity Commons
Foundation, dedicated to achieving economic develop-
ment and revitalization goals for the Trinity River

Corridor through Dallas.
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OUTSTANDING
CUSTOMER SERVICE

The number of Daisytek employees who continually work to bring
superior customer service is staggering. They include knowledgeable
account representatives who are experts about each customer
segment, marketing support, invoicing and collections specialists —
just to name a few. Resellers choose Daisytek not only for the lower
costs, but also for the worry-free distribution and fulfillment
we provide every day, like stockless inventory, same-day ship-
ment, a virtual warehouse — even the Daisygram proof of delivery.
Our customers know that from the minute they place the order with
us, we'll take care of it.
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A CONTINUAL VISION
FOR STRATEGIC GROWITE

Whether it's movement into high-growth markets abroad, expansion into the office products sector
or diversification through acquisitions like Ohio’s Digital Storage Inc. (DSI), General Stationery
Supplies Pty. in Australia, Etertin in Argentina and most recently, ISA International plc, Daisytek
has mastered the art of strategic growth.

For example, with the acquisition of America’s most respected supplier of computer storage products —
DSI — Daisytek entered the data storage media industry. Since joining Daisytek, DSI’s sales are
increasing. And with an estimated 20 percent annual growth rate in the data storage sector, the pur-
chase has proven to be a well-calculated move to expand our earning potential. DSI's performance
makes it clear that the specialist in data media promises to be a major player in Daisytek’s growth in
the coming years.

The future of products, the future of global markets, the future of the technology behind distribution — all
of these are key factors that define our ability to be competitive. Daisytek’s core business continues to
expand, due in no small part to savvy leadership with a well-rounded corporate vision for what lies ahead.
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STOCK MARKET RECOGNITION

At Daisytek, we take our commitment to return on investment very seriously. Because the shareholders of our company are not just
“investors.” Through share purchase plans and options programs, in many cases our stockholders are also our employees. And nowhere
is that sense of ownership more apparent than in our daily dedication to boosting sales, reducing costs and providing unsurpassed
customer service. So it was no surprise to learn that Bloomberg Personal Finance selected Daisytek as one of its “Top 100 Stocks”
of 2001, based on our 143 percent total return on investment.

Daisytek garnered recognition again this year when we were named to Forbes magazine’s “Platinum 400 Best Big Gompanies,” a list of top-
performing U.S. corporations. Last year Daisytek also became a component of the Russell 2000 Index. The numbers tell the true story:
Since establishing ourselves as the industry’s low-cost leader, our revenues have steadily continued to increase — from a solid $183 million
in 1992 to an astounding $1.2 billion in FY 2002.
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A STRONG AND CAPABLE
MANAGEMENT TEAM

Corporate acquisitions. New marketing programs. Global expansion. With so
much activity going on at Daisytek, it's essential that each operation be
headed by an expert in that field to guide the company through these times of
growth and change.

Look through our hallways, and that's exactly what you'll find. Not just experts
in office and computer products, but experts in finance, in acquisitions,
in international operations, just to name a few. Our team is unmatched in
shared experience, focus and eagerness to spread Daisytek’s low-cost business
model, commitment to customer service and shareholder value worldwide. We
are dedicated to assigning leadership positions to individuals who possess the
expertise and the determination to lead us toward our successful future.

Opnerationally i-it, Opportunity Driven and iocused on i‘un. As you can
sce, our commiiment io the three basic tenets by which we operate nave
served us well. By being the low-cosi loader, by working smarter and
nelping our customers do the same, by giving our employess a great
nlace to work, Daisyick has indecd become the Ultimate Disiribution
Machine. ilere’s to 25 more reesons. And 25 more years.
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DAISYTEK FINANCIALS 2002

RECOGNITION

o Named to the Forbes Platinum 400, “America’s Best
Big Companies,” and ranked #! in our industry for
sales growth, return on capital and earnings per share.

e Chosen as one of the Bloomberg 100 Hot Stocks,
based on our one-year total return of 143% in calen-
dar year 2001.

o Became a component of the Russell 2000 Index.

Most importantly, these achievements have only set the
stage for even better performance in the future. We see
Daisytek International, 25 years in the making, emerg-
ing as the dominant, low-cost distributor in a growing
worldwide market.

Thanks for helping us get where we are today. We hope
you'll continue to be part of our collective future.

Yim Powell
President & GEO

UTNAUDITED ADJUSTED
CONSOLIDATED STATEMENTS
OF OPERATIONS

This document includes Daisytek’s audited consolidated
financial statement based on generally accepted
accounting principles. Daisytek’s fiscal year end is
March 31. Due to certain restructuring and nonrecurring
costs, discontinued operations and the spin-off of
PFSweb during fiscal year 2001, the historical resuits
may not be representative of Daisytek’s results. See the
Unaudited Adjusted Financial Statement Information
excluding these items.

Daisytek based this unaudited adjusted historicat finan-
cial data on available information and certain estimates
and assumptions. Daisytek believes that such assump-
tions provide a reasonable basis for presenting the results
of Daisytek International on a stand-alone basis. This
unaudited adjusted financial information does not reflect
what our resuits of operations may be in the future.

{

! B . pel

UNAUDITED ADJUSTED FINANCIAL STATEMENT INFORMATION

Net sales ..

Cost of sales ..

Gross profit ..
Selling, general and administrative expenses ..

ceeeeeeens $1,185,030
ceareeeeeen 1,058,639

Income from operations ............... R 35,681
IMETCSE CHPENSE ..oorenset i ieir ettt rieaetnccaacnrraseensanna 1,221
Income before income taxes................ 28,460
Provision for income taxes ...... 10,612
NEtineome .......covevvviiiimiiiiiniiiceeeiceeeeeees. $ 17,848
Net income per common share:

Basic ........c.... vt rriretiee et T 1 1.12
Diluted ...oooeviviiiniiini e . 1 1.03

. 126,391

. 80,710

RECONCILIATION OF UNAUDITED ADJUSTED FINANGIAL STATEMENT INFORMATION

Reconciling items, net of tax:

PFSweb operations, spin-off costs

Discontinued operations (BSD) ....
Adjusted net income .

GAAP net income .................. trrresarnenestnnannrenearieeenneee 9 10,853

Restructuring CoSES ....ovververie e v reeens 3,185

Reacquisition of Memphis hub ...........cooooiviiieicins 2,725

and other NONTECUITiNG CRAFZES ..vvmvenveerinanianaanns

ltems excluded from the unaudited, adjusted historical
financial presentation for fiscal years 2002 and 2001 are
summarized in the Reconciliation of Unaudited Adjusted
Financial Statement Information. Fiscal year 2002
adjusted historical financial results exclude discontinued
operations, restructuring costs, and a nonrecurring charge
related to Daisytek’s May 2001 acquisition of distribution
assets in its Memphis Superhub facility from PFSweb and

the termination of certain transaction management serv-
ice agreements between Daisytek and PFSweb. Fiscal
year 2001 adjusted historical financial results exclude
discontinued operations, the results of operations of
PFSweb, which the Company spun off in July 2000, and
nonrecurring costs including activities related to the spin-
off of PFSweb and certain other charges.
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DAISYTEK FINANCIALS 2002

SELECTED CONSOLIDATED
FINANCIAL DATA

The selected consolidated financial data presented on
the following page has been derived from our annual
audited consolidated financial statements, and should
be read in conjunction with the consolidated financial
statements of Daisytek and with the reiated notes there-
to and with “Management’s Discussion and Analysis of
Financial Condition and Results of Operations”

During the fourth quarter of fiscal year 2001, we reclas-
sified in all prior periods freight costs billed to cus-
tomers and rebates paid to customers as components of
net revenues in compliance with Emerging Issues Task
Force Issues No. 00-10, Accounting for Shipping and
Handling Fees and Costs, and No. 00-14, Accounting
for Certain Sales Incentives. Freight costs billed to
customers and rebates paid to customers had previously
been recorded as a component of cost of sales.

Effective April 1, 2001, we adopted Statement of
Financial Accounting Standards (“SFAS") No. 142,
Goodwill and Other Intangible Assets, under which good-
will is no longer amortized but reviewed for impairment
annually, or more frequently if certain indicators arise.

Effective April 1, 2001, we adopted SFAS No. 144,
Accounting for the Impairment or Disposal of Long-
Lived Assets. Under the provisions of SFAS No. 144,
the results of operations of our subsidiaries Business
Supplies Distributors, Inc., Business Supplies Distributors
Europe BV, and BSD (Canada), Inc. (collectively,
“BSD") which was sold during September 2001, are
presented as discontinued operations in our historical
consolidated financial statements.




FINANCIALS 2002

020°961 - f)inba s1apjoyaieys
cIv'stLl 192p |230L
OBE Ll co o s e reens e sjesse |230]
ZVE'EOZ § PO PP PR TROPUPUTTUUPOt leyides Suppiom
‘V1va 133HS JOMVIVE @3LvaIT0SNOD
QBE'LL eI e paInq
EOBIG T s Jlseg
‘ONIGNYLSLING SINITYAINDI JUYHS NOWWO0I ANV NOWIWOD I9VYIAY GILHIITM
90 $ *aL0oUI JaN
T T ettt e XE] J0 10U ‘a3uBYD BURUNOIIE JO 109442 BAINRINWINY
Z9'0 ** 98uByd BuUIUNOJIE JO 10943 BAIIRINWIND 810} SO
(L0°0) Xe} JO 18U ‘ABIPISQNS PanuIjuodsSIp JO suolletado woly (SSo|) swodu|
690 $ suoljesado BuiNuUIlUOD WOy WOU|
painiia
890 § e D ORI UUUUUTRITIN awooul 18N
_— e reera e R xey %O JED] _mmcmco MCZCJOOUN %O wuwtw w>._«E3E3hv
GO0 0 e a3ueyd 3uIUNOJE JO 109)43 SAIIBINWIND 810j8q BLIOU|
(LOQ) e Xe} Jo J8u ‘Aieipisqns panuijuodsip Jo suotjesado woly ($50}) awoodu|
610 G T -+ suoesado SUINUIUGD WOl AW
Ji1seq
‘JUYHS NOWIB0D Y3d AWOINI L3N
£58°01 % * 3Wodul 18N
— Xe} Jo Jau ‘adueys 3uljunodde Jo 1084a aAlje|nwny
£c8'0L BRSSO P TSP PP e a8uBYD BUIUNODIE JO 198448 BANEINWIND B10J8q BWOSY|
(GBO‘L) e XB} JO Jau ‘AIeIpISqns panuijuodsIp Jo suolesado woly (SSo|) awodu|
:suoljessdo panuljuodsiqg
8£6'1 1 e e e s VTP suonesado BUINUITU0D WOl AWoou|
et teeeeeeeaaeeeaeaiaa et iaaia et et i aiean et e et e iaa et aaaaanan uwwgwu—:_ >HCOE__>_
8£6'1L1 B 152431 AJouIW 24049Q SUOIIRISAO BUINUIILOD WL BWOdU|
QOO L e e SBXE] BUWOOUI 10} UOISIAIY
po0'6L e 159.491u1 AJLIOUILW pue SaXe} 3WOodUl 810jaq suoljesado Suinuijuod woly sWodu|
_.NN_P ...................................................................... Crersrersasrteaiiieeea e, wmcwaxw 1s8133U|
GZZ'9z * suonesado woly awoou|
956‘g ** §1509 SuLLNaIUOU pue Suunjansay
0106 sasuadxa aaessiuiwpe pue |eiausd ‘Buljjas
—.Q*.WN— ................................................................................................................ wCO\_Q mmOL,-.U
mmm»mmc.— ........................................................................................................... sanuanal 10 umoo
0E0'GRI‘ LG RUTTTITT e OURIORN R s g BAG) 1ON
S —

DAISYTEK




DAISYTEK FINANCIALS 2002

MANAGEMENT'S DISCUSSION
AND ANALYSIS OF FINANCIAIL
CONDITION AND RESULTS

OF OPERATIONS

The following discussion and analysis should be read in
conjunction with the consolidated financial statements
and related notes thereto. See Note 16 to the Consolidated
Financial Statements for additional information on our
operating segments and geographic areas.

RESULTS OF OPERATIONS

FISCAL YEAR ENDED MARCH 31,
2002 COMPARED TO FISCAL YEAR
ENDED MARCH 31, 2001

Net Revenues. Net revenues for the year ended March
31, 2002 increased 17.1% to $1.2 billion compared to
$1.0 billion for the year ended March 31, 2001.
Computer and office supplies net revenues increased
20.9% for fiscal year 2002 compared to the prior year,
attributable to (1) growth in the emerging consumer
channels such as web-based resellers, drug and grocery
stores, mass merchants and direct marketers; (2)
growth in the international computer supplies business;
and (3) the impact of the acquisitions of Etertin y CIA,
S.A. (“Etertin") during fiscal year 2001 and Digital
Storage and General Stationery Supplies during fiscal
year 2002. Increases were primarily volume-related.
Within the computer and office supplies segment,
domestic operations increased approximately 22.7%
and international operations, in U.S. dollars, increased
approximately 17.8% compared to the prior year. For
comparative purposes, we experienced a deterioration in
the value of both the Canadian and Australian dollar rel-
ative to the U.S dollar, which has negatively impacted
fiscal 2002 growth in U.S. dollars.

The computer and office supplies revenue increase for
the year ended March 31, 2002 was partially offset by a
13.6% revenue decrease in our professional tape prod-
ucts segment, due to increased competition, decreases
in volume and industry price decreases which continued
to impact our revenues on a comparable basis. Results
for the prior year include revenues of $8.5 million
(net of intercompany eliminations) related to our former
subsidiary PFSweb, which was spun off during July 2000.

The growth in net revenues for the year ended March
31, 2002 was also partially offset by operational dis-
ruptions following the United States terrorist attacks on
September 11, 2001. All United States subsidiaries
experienced declines in orders and sales immediately
subsequent to this date.

Gross Profit. Gross profit as a percentage of net rev-
enues was 10.6% for the fiscal year 2002 compared to
11.6% for the prior year. The decline in gross margin
percentage is attributable to (1) the lower contributions
from foreign product sourcing opportunities following
the events of September 11, 2001; (2) the acquisition
of certain assets and liabilities of Digital Storage, which
typically operates at lower gross margins than the
remainder of our business; and (3) the reduction in rev-
enue in the professional tape products segment, which
typically operates at higher gross margin percentages.
The selloff during the first quarter of fiscal 2002 of cer-
tain overstocked inventory (purchased in anticipation of
a price increase) at lower than expected margins also
contributed to the decreased margin. In addition, we
incurred restructuring charges of $0.9 million related to
our warehouse and distribution initiatives which are
included in cost of revenues for fiscal year 2002.

Selling, General and Administrative Expenses. Selling,
general and administrative expenses (“SG&A") for the
year ended March 31, 2002 was $90.7 million, or 7.7%
of net revenues, compared to $88.2 million, or 8.7% of
net revenues, for the prior year. The decrease in SG&A as
a percentage of revenues is due to (1) our adoption dur-
ing the first quarter of fiscal year 2002 of SFAS No. 142,
under which goodwill is no longer amortized but reviewed
for impairment at least once a year; (2) the acquisition of
our Memphis distribution assets and termination of the
transaction services agreement with PFSweb in May
2001, which has allowed us to operate the facility rather
than pay an outsourcing service fee; (3) the acquisition of
Digital Storage, which operates at lower SG&A percent-
ages than our other business; and (4) improvements
resulting from our restructuring activities. Certain incre-
mental costs incurred relative to the events of September
11, 2001 partially offset these favorable impacts.

Restructuring and Nonrecurring Costs. During the year
ended March 31, 2002, we recognized pretax charges of
(1) $4.1 million related to restructuring activities,
including $2.2 million related to warehouse and distri-
bution initiatives (including the integration of office
products at our central distribution center in Memphis),

$1.2 million related to the termination of employees and
$0.7 million related to other back-office improvements
and (2) $4.4 million related to the acquisition of the
Memphis distribution assets and the termination of cer-
tain transaction management service agreements
between PFSweb and Daisytek, including transaction
costs, a separation payment and finalization of other bal-
ances with PFSweb. During the year ended March 31,
2001, we recognized charges of $6.9 million primarily
related to reorganization and separation activities following
the spin-off of our subsidiary PFSweb during July 2000.

Interest Expense, net. Interest expense increased to $7.2
million for fiscal year 2002 compared to $3.9 million
for the prior year. The increase in interest expense is pri-
marily attributable to increases in our debt levels due
to: (1) the repurchase of 20% of our outstanding shares
under terms of a share buyback program we completed
during the last fiscal year; (2) the impact of the acqui-
sitions of Etertin during fiscal year 2001 and Digital
Storage and General Stationery Supplies during fiscal
year 2002; (3) the acquisition of our Memphis distribu-
tion assets; and (4) our investment in ISA. These
increases in debt levels and corresponding impact to
interest expense were partially offset by lower interest
rates during the current fiscal year and debt reductions
using cash proceeds from the exercise of stock options
and the completion of a private placement of common
stock on December 20, 2001. The weighted average
interest rate, including the effect of our interest rate
swaps, was 6.4% and 7.9% for the years ended March
31, 2002 and 2001, respectively.

Discontinued Operations. During June 2001, we
announced our decision to exit the IBM master distri-
bution agreements, under which BSD provided financ-
ing to enable our former subsidiary PFSweb to service
logistics contracts with IBM. As part of our plan to
completely exit this business, we completed the sale
of BSD during September 2001 for net proceeds of
approximately $0.9 million. We adopted SFAS No.
144, Accounting for the Impairment or Disposal of
Long-Lived Assets, effective as of April 1, 2001.
Under the provisions of SFAS No. 144, the results of
operations of BSD, which were previously included in
our computer and office supplies business segment,
are presented as discontinued operations in the finan-
cial statements.
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For information concerning the provision for income
taxes as well as information regarding differences
between effective rates and statutory rates, see Note 12
of the Notes to Consolidated Financial Statements.

DILUTION

Because of the wide range of exercise prices on out-
standing stock options, the number of shares included
in our diluted earnings per share calculation and the
resulting diluted earnings per share could vary greatly
depending on the average market price of our common
stock. The following table summarizes the diluted
shares outstanding at various price points using com-
mon stock outstanding at March 31, 2002 of
17,910,806.

$13.00 ... eeen.. 19,140,028
$14.00 ...ooviiniiiiiiic e, cevennnn. 19,286,525
$15.00 .............. cererereererreaeeee.. 19,420,239
$I6.00 ..o 19,541,120
$17.00 coeenieiiinieneanne. vevernereenenneenes 19,647,789
$18.00 ... 19,742,605

LIQUIDITY AND CAPITAL
RESOURCES

We expect to fund our anticipated cash requirements,
including the anticipated cash requirements of our cap-
ital expenditures and acquisition and investment activity,
if any, with internally generated funds and other various
externat sources of funds that may be available to us.
The external sources of funds include our credit agree-
ments and amendments thereto and may include the
future issuance of debt, equity or other securities.
However, we cannot assure you that we will be able to
access capital markets in the future on terms that will
be satisfactory to us. We believe that such internally and
externally generated funds will provide us with adequate
liquidity and capital necessary for the next twelve months.

Net cash provided by (used by) operating activities from
continuing operations was $(7.3) million, $8.0 million
and $4.6 million for fiscal years 2002, 2001 and
2000, respectively, including cash used by operating
activities related to restructuring and nonrecurring costs
of $8.6 million during fiscal year 2002 and $6.9 mil-
lion during fiscal year 2001. Working capital, excluding
the current portion of long-term debt and cash bal-
ances, increased to $206.3 million at March 31, 2002
from $176.7 million at March 31, 2001, attributable
primarily to growth in our business including the acqui-
sitions of Digital Storage and Genera! Stationery
Supplies. The working capital requirements were fund-
ed primarily with proceeds from our credit faciliti

Net cash used in investing activities during the year
ended March 31, 2002 was $60.7 million. Payments
during fiscal year 2002 included cash paid for the
investment in ISA, the acquisitions of Digital Storage
and General Stationery Supplies and the transaction to
acquire the Memphis distribution assets from PFSweb,
which were funded with proceeds from our credit facili
ties and the sale and leaseback of certain Memphis dis-
tribution assets. Capital expenditures for the fiscal year
2002 were $14.4 million, including $3.1 million
acquired under a capital lease and $11.3 million fund-
ed with proceeds from our credit facilities. Proceeds
from the exercise of stock options and the issuance of
common shares under our employee stock purchase
plan were $17.3 million for the year ended March 31,
2002, which were used to reduce outstanding balances
under our credit facilities.

During December 2001, we completed the private
placement of approximately 1.6 million shares of
Daisytek common stock to a group of institutional
investors for net proceeds of approximately $16.4 mil-
lion. The proceeds from the private placement were ini-
tially used to reduce outstanding balances under our
credit facility.

On May 23, 2002, we mailed a recommended offer to
shareholders of ISA International pic (“ISA”), a pan-
European distributor of computer supplies, which indi-
rectly owns 47% of Kingfield Heath Ltd., a U.K.-based
wholesaler of office products. At the time of the mail-
ing, we had received irrevocable commitments to accept
the offer in respect of 56.5% of ISA ordinary shares. To
date, we have received acceptances totaling more than
90% of ISA ordinary shares and all conditions to the

offer have either been satisfied or waived. Acceptances
from shareholders owning 33.8 million ISA ordinary
shares have selected the cash offer of 7.5 pence, or
approximately $0.11, representing cash consideration
of approximately 2.5 million British pounds, or approx-
imately $3.6 million. Acceptances from shareholders
owning 14.9 million ISA ordinary shares have selected
the alternative offer to receive unregistered Daisytek
common shares instead of cash, representing share
consideration of approximately 136,000 Daisytek com-
mon shares. Additionally, we acquired 4.7 million ISA
ordinary shares in open-market purchases, representing
cash consideration of approximately 0.4 million British
pounds, or approximately $0.5 million. The cash offer
for ISA ordinary shares will remain open until July 10,
2002 and we then intend to exercise our rights under
U.K. law to pursue compulsory acquisition of the
remainder of ISA ordinary shares. The alternative offer
to receive Daisytek common shares instead of cash
expired at the close of trading in the U.K. on June 27,
2002. We will fund this transaction, including related
costs, with proceeds from our credit facilities and have
deposited $6.6 million with the Royal Bank of Scotland
to be delivered as payment of the cash consideration.

FINANCING ACTIVITIES

Substantially all of our debt is incurred under revolving
credit facilities in the countries in which we operate,
and is lent against our working capital assets.
Consequently, as working capital increases, we will be
able to draw further against these existing facilities.

Domestic Credit Facilities. At March 31, 2001, we were
party to an agreement entered into in December 2000
with certain banks for a revolving line of credit in the
United States that had a maximum borrowing availabil-
ity, as amended, of $150 million and expired on
December 19, 2003. Availability under the credit facil-
ity was subject to certain borrowing base limitations,
including eligible accounts receivable and inventory, as
defined. Borrowings under the credit facility accrued
interest, at our option, at the prime rate of the lead bank
or a Eurodollar rate, plus an adjustment ranging from
1.05% to 2.0% depending on our financial perform-
ance. This facility was paid off upon commencement of
the new $200 million facility in Aprit 2002. As of
March 31, 2002, the outstanding balance under the
domestic credit facility was $98.5 million with a
weighted average interest rate of 3.68%.
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For our foreign subsidiaries, the local currency is the
functional currency. All assets and liabilities are trans-
lated at exchange rates in effect at the end of the period,
and income and expense items are translated at the
average exchange rates for the period. Translation
adjustments are reported as a separate component
of shareholders’ equity. Gains and losses from foreign
currency transactions have not been material. The func-
tional currency for our Mexican subsidiary was changed
from the United States dollar to the Mexican peso effec-
tive July 1, 2001. Argentina has recently undergone
significant economic and political change. During
January 2002, Argentina abandoned the fixed dollar-to-
peso exchange rate and devalued the Argentinean peso.
Our Argentina subsidiary began accounting for the
effect of the devaluation effective December 21, 2001
at a rate of 1.65 Argentinean pesos to $1. Since the
devaluation, we have recorded translation losses of $7.7
million as a component of accumulated other compre-
hensive income.

During fiscal years 2001 and 2000, we entered into
foreign currency exchange contracts to manage foreign
currency exchange risk related to net investment and
intercompany balances denominated in foreign curren-
cies. These contracts typically required the exchange of
a foreign currency for U.S. doliars at a fixed rate at a
future date. A currency rate fluctuation of 10% from
year-end rates would have changed the fair value of the
foreign exchange contracts outstanding at March 31,
2001 and 2000 by $1.6 million and $1.5 million,
respectively. As of March 31, 2002, we had no outstand-
ing foreign currency exchange contracts to manage risk
associated with our net investment in foreign subsidiaries.

CHANGES IN AND DISAGREEMENTS
WITH ACCOUNTANTS ON ACCOUNTING
AND FINANCIAL DISCLOSURIE

Information regarding Daisytek's change in accountants
was disclosed in a Current Report on Form 8-K filed on
December 22, 2000.

REPORT OF
INDEPENDENT AUDITORS

TO THE SHAREHOLDERS OF
DAISYTER INTERNATIONAL
CORPORATION:

We have audited the accompanying consolidated bal-
ance sheets of Daisytek International Corporation and
subsidiaries as of March 31, 2002 and 2001, and the
related consolidated statements of income, shareholders'
equity, and cash flows for the years then ended. These
financial statements are the responsibility of the
Company’s management. Our responsibility is to express
an opinion on these financial statements based on
our audits.

We conducted our audits in accordance with auditing
standards generally accepted in the United States.
Those standards require that we plan and perform the
audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the
accounting principles used and significant estimates
made by management, as well as evaluating the overall
financial statement presentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to
above present fairly, in all material respects, the con-
solidated financial position of Daisytek International
Corporation and subsidiaries at March 31, 2002 and
2001, and the consolidated results of its operations and
its cash flows for the years then ended, in conformity
with accounting principles generally accepted in the
United States. As discussed in Note 1 to the financial
statements, the Company adopted Statement of
Financial Accounting Standards No. 142, Goodwill and
Other Intangible Assets, in 2002. We also audited the
adjustments described in Note 4 that were applied to
restate the 2000 financial statements. In our opinion,
such adjustments are appropriate and have been prop-
erly applied.

ERNST & YOUNG LLP
Dallas, Texas, May 6, 2002, except as to paragraphs 1
and 3 of Note 3, as to which the date is May 23, 2002
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DAISYTERX INTERNATIONAL CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOMBE
S 2002 ,
L A =T T = O RN $1,185,030
COSE OF TBVBMUES .. et et e e ettt e e s e e 1,059,539 o
GroSS PrOfit .. e s 125,491 v
Selling, general and administrative BXPENSES ..........iiuii oot e e e e 90,710 C
Restructuring and NONFECUITING COSES ..ovuviiiiiiiiiiiiiiiii e 8,556 R
INCOME frOM OPEIALIONS .....eiiiiitiieei ettt ettt et v e e e e et e s e e reeeeaeeeeeeeeeneeeaeeaeeeeeas . 26,225
Interest expense ... s . 7,221 o
Income from continuing operations before inc . 19,004 7
Provision for iNCOME LAXES........uiiiiiiiiiiii et e e e e e nn 7,066 o
Income from continuing operations before minority interest...........ccccovvviviiviiieiiiiiieeeeeeereeaas 11,938 C
MNOTTEY IMEEIESE. e e e et e et e e e et e e e e e na e e —
Income from CONtINUING OPErationS. ... . i i it e e e e e e e e e b ans 11,938
Discontinued operations (Note 4):
Income (loss) from operations of discontinued subsidiary, net of tax .........cccccooieeeiiiiiiin i (1,085) i
LI 2 A 4 oo o 1= T $ 10,853 .
Net income per common share:
Basic
Income from CONtINUING OPEIatioNS. ... ...uuuuriiieiiiiitici ettt ee s eeeenee $ 0.75 8 “
Income (loss) from operations of discontinued subsidiary, net of tax .........ccccccocviiiniiiiiiiiiininnnn, (0.07) )
T T 0TSO UP PR UURTURPRPRIRY $ 0.68
Diluted -
Income from continuINg OPerationS.........cc..ccoiiiiiiiiiiiii e $ 0.69 g
Income (loss) from operations of discontinued subsidiary, net of tax ................cc.vvveerviriirennnen. (0.07) S
Net income .... $ 0.62 SR
BaSIC et a4 e et et e e e et e et et bt e e e e et annnanenns 15,863
DIIUEEA ...ttt e et e e st e e et e et an ettt e ea s aaaetaanaaeteeeneeateereeeaeeaaaaaiaaes 17,396

The accompanying notes are an integral part of these consolidated staiements.
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DAISYTERK INTERNATIONAL CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

e, 2002
CASH FLOWS FROM OPERATING ACTIVITIES:
Net income (excluding operations of discontinued subsidiary) $11,938 T
Adjustments to reconcile net income to net cash provided by
ies, net of effects of acquisitions and dispositions:
Depreciation and amortization....................cccccoeeeeeeeen. B PPN 5,563
Provision for doubtful accounts ..................ccoiiiiil PP UUURUTIOTIN e 4,566 F
MINOTIEY INTEIEST. ..o s e —_ Y
Other .o B U SRS 473 -
Deferred income tax expense (DENEFit) ........coiiiiiiiiiiiie ettt s e 30 {

Change in operating assets and liab
acquisitions and dispositions:
ACCOUNES TeCeIVADIE .o e

ies, net of effects of

(29,698)

Inventories, net et e e bt e eees J USRI (24,419)
Prepaid expenses and ot ettt a e a e . R (7,409)
Trade accounts payable and aCCrued EXPEMSES ...o..ui ittt ettt eere it e eeeare s e e e e e nrtaa e e e eeeeeeae 30,887 o
Income taxes receivable and payable ... 755
Net cash provided by (used by) operating activities from
CONMTINUINE OPEFATIONS ...vvieetii ittt ettt e e e e sttt eiee et e e e eree et e e aaaeaesssbbatseseaeeeanranreeaaeeeasnsseraan (7,314) -
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of property and eqQUIPIMENT . ..o i et e r e e e e eeea e e e e reraaeaan (11,272) [N
Proceeds from the sale and leaseback of equipment ............ccccceeervrneeis e e 8,000
Acquisition of Memphis distribution assets ...............cccis R PPN OU (10,700)
Payment for investment in and advances 10 ISA . ..ot (28,082)
Acquisitions of businesses, net of cash acquired .........ccccoiiinin (19,046) U
M Disposition of subSidiary...........ccooooiiiiiii e . 923
o Decrease (increase) in notes receivable and other assets . (523) SN
N Net cash used in investing activities..........cooii i (60,700) .
(7]
-l CASH FLOWS FROM FINANCING ACTIVITIES:
M Proceeds from (payments on) revolving lines of credit, Net.......cccccvveiiiiiiiiiiiiiirceeiee e 37,718 (0
L) Payments to acquire treasury StoCK ..o...eeiiiiiiiii et et e aa et ara e —
= Payments on capital leases and notes payable ............cccooviiiiiiiiicinn e, J U TOR R (608)
=~ 4 Net proceeds of PFSweb initial public offering ..o e —
= Net proceeds from sale of stock, exercise of stock options and
rl.. issuance of common stock .. 33,715
LV Net cash provided by financing activities ...........c..cccoiii e r et a e ean 70,825 AR
w Effect of exchange rates on cash ......ccccceeiiiiiiis TP VO P UPPOPORRI (635) (i
[
> NEYT INGREASE (DECREASE) IN CASH AND CASH EQUIVALENTS ..ot err e 2,176
.h CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR ........ovmmie e, - 1,971
< CASH AND CASH EQUIVALENTS AT END OF YEAR ..o e $ 4,147
o Net cash provided by operating activities from discontinued operations .... $ (685) o
The accompanying notes are an integral part of these consolidated statements.
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the Company assesses the recoverability of long-lived
assets by determining whether the carrying value will be
recovered through the expected undiscounted future
cash flows. In the event the sum of the expected undis-
counted future cash flows resuiting from the use of the
asset is less than the carrying value of the asset, an
impairment loss equal to the excess of the asset's car-
rying value over its fair value is recorded. To date, no
such impairment has been recognized.

FORBIGN CORRENCY
TRANSILATION
AND TRANSACTIONS

For the Company’s foreign subsidiaries, the local cur-
rency is the functional currency. All assets and liabili-
ties are translated at exchange rates in effect at the end
of the period, and income and expense items are trans-
lated at the average exchange rates for the period.
Translation adjustments are reported as a separate com-
ponent of shareholders' equity. Gains and losses from
foreign currency transactions have not been material.
The functional currency for the Company’s Mexican sub-
sidiary was changed from the United States dollar to the
Mexican peso effective July 1, 2001.

INCOME TAXES

Deferred taxes reflect the impact of temporary differ-
ences between the amount of assets and liabilities for
financial reporting purposes and such amounts as
measured by tax laws and regulations. These differences
relate primarily to provisions for doubtful accounts,
reserves for inventory, book versus tax depreciation dif-
ferences, and certain accrued expenses deducted for
book purposes but not yet deductible for tax purposes.
A valuation allowance must be provided when it is more
likely than not that the deferred income tax asset will
not be realized.

STOCK OPTION PLANS

The Company accounts for its stock-based award plans
in accordance with Accounting Principles Board
(“APB") Opinion No. 25, Accounting for Stock Issued to
Employees, and related interpretations, under which
compensation expense is recorded to the extent that the
current market price of the underlying stock exceeds the
exercise price at the date of grant. Note 10 provides pro

forma net income and pro forma earnings per share dis-
closures as if the stock-based awards had been account-
ed for using the provisions of SFAS No. 123,
Accounting for Stock-Based Compensation.

RECLASSIFICATIONS

Certain prior year data has been reclassified to conform
to the current period presentation. These reclassifica-
tions had no effect on previously reported net income,
shareholders’ equity or net cash flows. See Note 4
regarding discontinued operations.

During the fourth quarter of fiscal year 2001, Daisytek
reclassified in all prior periods freight costs billed to
customers and rebates paid to customers as compo-
nents of net revenues in compliance with Emerging
Issues Task Force Issues No. 00-10, Accounting for
Shipping and Handling Fees and Costs, and No. 00-14,
Accounting for Certain Sales Incentives. Freight costs
bilted to customers and rebates paid to customers had
previously been recorded as a component of cost of
sales. Freight costs incurred by the Company continue
to be recorded as a component of cost of sales.

On October 1, 1999, the Company acquired certain
assets and liabilities of Arlington Industries, Inc., a spe-
cialty wholesaler of copier and fax consumables, for an
initial price of approximately $19.5 miltion. This trans-
action was accounted for using the purchase method of
accounting and the Company initially recorded goodwi
of $8.2 million. The purchase agreement provided for
an adjustment to the purchase price based on certain
performance criteria for each of the twelve-month peri-
ods ended September 30, 2000 and 2001. The per-
formance criteria were achieved and the Company has
increased the original purchase price and goodwill by
approximately $1.6 million for the performance period
ended September 30, 2000 and approximately $2.6
on for the performance period ended September
30, 2001. The entire cost of the acquisition was fund-
ed through the Company’s available cash. The accom-
panying consolidated financial statements include the
results of this entity from the date of acquisition. This
acquisition was not material to the financial position or
results of operations of the Company.

On May 3, 2000, the Company acquired certain assets
and liabilities of B.A. Pargh Company, LLC, a wholesaler
of office products, for approximately $2.5 million. In
addition, as part of this acquisition, the Company paid
off approximately $6.5 million in assumed debt. The
acquisition was accounted for by the purchase method
of accounting for business combinations and the relat-
ed goodwill recorded was approximately $3.6 million.
The entire cost of the acquisition was funded through
the Company’s credit facility. The accompanying con-
solidated financial statements include the results of this
entity from the date of acquisition. This acquisition was
not material to the financial po n or results of oper-
ations of the Company.

Effective October 1, 2000, the Company acquired the
capital stock of Etertin y CIA, S.A. in Buenos Aires,
Argentina, a wholesale distributor of computer supplies
and accessories, for approximately $5.8 miltion, of
which $1.0 million is subject to adjustment for realiza-
tion of assets at lower than book value acquired. In
addition, the Company assumed approximately $4.7
million in debt. The acquisition was accounted for by
the purchase method of accounting for business combi-
nations and the Company recorded related goodwill of
approximately $6.5 million. The entire cost of the
acquisition was funded through the Company's credit
facility. The accompanying consolidated financial state-
ments include the results of this entity from the date
of acquisition. This acquisition was not material to
the financial position or results of operations of
the Company.

During May 2001, the Company completed a transac-
tion to terminate certain transaction management serv-
ices agreements between the Company and PFSweb and
to purchase certain Memphis distribution assets from
PFSweb, including assets previously sold to PFSweb at
the time of its initial public offering in December 1999.
The Company recorded goodwill of approximately $2.5
n related to this transaction.

The Company acquired certain assets and liabilities of
Digital Storage, LLC (“Digital Storage”), a value-added
distributor of computer media, accessories and supplies
in the United States and Canada, during the quarter
ended June 30, 2001. This acquisition was accounted
for using the purchase method of accounting for business
combinations and increased the Company's goodwill by
approximately $5.5 million, including $4.4 million of
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this transaction, PFSweb continued to offer services to
Daisytek under a separate fee agreement for
a six-month period in order to support the transfer of
fulfillment operations and transaction processing back
to Daisytek, including the transition to a separate infor-
mation technology platform. During October 2001,
Daisytek completed the transition to an information
technology platform separate from PFSweb.

on certain activities, including loans and payments to
related parties, payment of dividends, incurring addi-
tional debt, acquisitions, investmenis and asset sales.
As of March 31, 2002, the outstanding balance under
this credit facility was $98.5 million with a weighted
average interest rate of 3.68%.

During April 2002, Daisytek signed a $200 miliion sen-
ior secured debt facility expiring on April 24, 2005,
which was amended and increased to $250 million sub-

H ..................... : M@OM
United States credit facilily «.....ovveeeiiieeir e e e eemes vevereeeee  $ 98,500
Canadian credit facility ......oovvervivveneiiriricerraaeees 11,289
Australian credit facility ................. 5,914
Capital lease liability and oter .....cvivciiiiiiiiiciceeaeeeae 2,709

118,412
Less: Gurrent poition of long-term debt ..oocvvnviiniiiiiiiiiiii e (7,069)
Long-term debt, less current portion .....ccocevieeeiennnn.. eerirnneieneeenrneeees $111,343

UNITED STATES CREDIT FACILITY

At March 31, 2002, the Company was party to an agree-
ment entered into in December 2000 with certain banks
for a revolving line of credit in the United States that
had a maximum borrowing availability, as amended, of
$150.0 million expiring on December 19, 2003.
Availability under the credit facility was subject to cer-
tain borrowing base limitations, including eligible
accounts receivable and inventory, as defined.
Borrowings under the credit facility accrued interest, at
the Company's option, at the prime rate of the lead bank
or a Eurodollar rate, plus an adjustment ranging from
1.05% to 2.0% depending on the Company's financial
performance. The Company paid fees ranging from
0.20% to 0.375% on the entire credit facility. The cred-
it facility contained various covenants including, among
other things, the maintenance of certain financial ratios
including the achievement of a minimum fixed charge
ratio and minimum tevel of net worth, and restrictions

sequent to year end. This credit facility replaced the
existing $150 million credit facility expiring on
December 19, 2003. Availability under the credit facil-
ity is subject to certain borrowing base limitations,
including eligible accounts receivable and inventory, as
defined. Borrowings under the credit facility accrue
interest, at the Company’s option, at the prime rate of
the lead bank plus an adjustment ranging from 0.0% to
0.75% or the LIBOR rate plus an adjustment ranging
from 2.0% to 2.75%, both of which are limited by a
maximum rate, as defined. The Company pays fees of
0.375% per annum on the unused portion of the credit
facility. The credit facility contains various covenants
including, among other things, the maintenance of cer-
tain financial ratios including the achievement of a min-
imum fixed charge ratio and minimum level of tangible
net worth, and restrictions on certain activities, includ-
ing loans and payments to related parties, payment of
dividends, capital expenditures, acquisitions, invest-
ments and asset sales. Approximately $32.4 miltion

was available for future borrowings upon signing of the
new credit facility in April 2002.

CANADIAN CREDIT FACILITY

During March 2001, the Company refinanced a revolv-
ing term loan with a Canadian bank expiring on August
31, 2002 and an unsecured revolving line of credit
facility with a Canadian bank expiring on January 1,
2002 with a single revolving credit facility with current
maximum credit availability of 40.0 million Canadian
dollars, or approximately $25.1 million, expiring during
March 2004. Availability under the credit facility is sub-
ject to certain borrowing base limitations, as defined.
For Canadian dollar borrowings, the Canadian credit
facility accrues interest at the bank's prime rate plus 75
basis points. For U.S. dollar borrowings, the Canadian
credit facility accrues interest at the bank’s U.S. dollar
base rate in New York plus 75 basis points. The credit
facility includes a standby fee of 0.25% on the unused
portion of the credit facility. As of March 31, 2002, the
outstanding balance under the Canadian credit facility
was 18.0 million Canadian dollars, or approximately
$11.3 million, at an interest rate of 4.25%. The
Company had 22.0 million Canadian dollars, or approx-
imately $13.8 miilion, available for future borrowings.

AUSTRALIAN CREDIT FACILITY

In December 2000, the Company’s Australian sub-
sidiary entered into an agreement with an Australian
bank for an unsecured revolving line of credit facility
allowing the Company to borrow Australian dollars up to
a maximum of 20.0 million Australian dollars, or
approximately $10.7 million, as amended. The
Australian credit facility, as amended, expires on
January 1, 2003. The Australian credit facility accrues
interest at the Australian Bill Rate plus an adjustment
ranging from 142.5 basis points to 212.5 basis points
depending on the Company’s financial performance. A
facility fee of 0.325% to 0.50% is charged on the
entire amount of the Australian facility. As of March 31,
2002, the outstanding balance under the Company’s
Australian credit facility was 11.1 million Australian
dollars, or approximately $5.9 million, at an interest
rate of 6.48%. The Company had 8.9 million Australian
dollars, or approximately $4.8 million, available for
future borrowings.
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e

PFSweb spin-off charges(C) «...ovuvenieeiiiiii e —

Closure of B.A. Pargh Nashville headquariers{d) ................. —
Professional tape products restructuring activities(e) .................. —
Professional tape producis acquisition and disposition costs(f) ..... —

$8,556

(a) During the third quarter of fiscal 2002, the Company
commenced a United States restructuring plan that
includes (1) information technology enhancements to
ensure growth in the business will be technologically
supported; (2) distribution improvements and consoli-
dation of subsidiary warehouses into five new regional
hub facilities in order to leverage distribution costs; and
(3) centralization of certain back-office resources into a
shared services organization to reduce costs and
improve efficiencies. The Company incurred pre-tax
charges of approximatety $4.1 million during fiscal
2002, including $2.2 million related to warehouse and
distribution initiatives, including the integration of
office products at the Company’s central distribution
center in Memphis; $1.2 million related to the termina-
tion of employees; and $0.7 million related to other
back-office improvements. These costs have been paid
as incurred. In addition, inventory costs of $0.9 million
related to the warehouse and distribution initiatives of
the restructuring plan are included in cost of revenues.

(b) As part of the Company's May 2001 transaction
to terminate certain transaction management services
agreements between the Company and its former sub-
sidiary PFSweb and to purchase certain Memphis distri-
bution assets from PFSweb, the Company recognized a
pre-tax nonrecurring charge of $4.4 million. This charge
included transaction costs, a separation payment and
finalization of other balances between the Company and
PFSweb. See Note 5.

(c) The Company incurred pre-tax charges of $5.6 mil-
lion during the year ended March 31, 2001 related to
reorganization and separation activities following the
spin-off of the Company’s subsidiary PFSweb during
July 2000.

(d) The Company acquired certain assets and liabilities
of B.A. Pargh Company, LLC, during May 2000 and
incurred pre-tax charges of $0.7 million during the year
ended March 31, 2001 related to closure of its
Nashville headquarters.

(e) The Company incurred pre-tax charges of $0.7 mil-
lion during the year ended March 31, 2001 related to
its restructuring plan to improve revenues and earnings
for the professional tape products segment. The plan
focused on new leadership, efforts to rationalize ware-
houses to reduce costs and improve customer service,
better utilization of inside telemarketing teams and
development of new sales and marketing initiatives.

(f) During fiscal year 1999, the Company sold certain
assets of its professional hardware division to VTP,
a Glendale, California-based distributor of professional-
grade audio and video media and professional hardware
products, and recorded a $2.8 million one-time charge
relating to this disposition. In fiscal year 2000, the
Company reversed $1.0 million of this charge as man-
agement was able to avoid some of the costs associated
with this disposition. In addition, the Company recorded
costs of approximately $0.6 million related to transi-
tion, integration and merger activities related to the
professional tape products segment.

PRIVATE PLACEMENT OF
COMIMON STOCK

During December 2001, the Company completed the
private placement of approximately 1.6 million shares
of Daisytek common stock to a group of institutional
investors for total gross proceeds of approximately
$17.7 million. Related offering costs were approximately
$1.3 million.

PUBLIC OFFERINGS

In December 1999, PFSweb successfully completed
the IPO of 19.9% of its outstanding stock and sold
3,565,000 shares of common stock at $17 per share.
Net proceeds from the 1PO aggregated $53 million and
were used to repay PFSweb’s intercompany payable to
Daisytek of approximately $27 million and to acquire
from Daisytek all fixed assets in its Memphis distribution
facility, as well as certain assets providing information
technology services, for $5.0 million. Daisytek used
these proceeds to repay bank debt. As a result of the
IPO, the Company’s additional paid-in capital increased
by approximately $43 million.

On July 7, 2000, Daisytek completed the spin-off of
PFSweb and distributed approximately 0.81 shares of
PFSweb common stock for each share of Daisytek com-
mon stock owned by Daisytek shareholders. Daisytek’s
stock price was adjusted on July 7, 2000 to exclude the
value of PFSweb.

SHAREROLDER RIGHTS PLAN

On October 15, 1999, the Daisytek Board of Directors
declared a dividend distribution of one Daisytek pre-
ferred stock purchase right (a “right”) for each share of
the Company’s common stock outstanding on October
25, 1999. Each right entitles the registered shareowners
to purchase from the Company one one-thousandth of a
share of preferred stock at an exercise price of $70.00,
subject to adjustment. The rights are not currently exer-
cisable, but would become exercisable if certain events
occurred relating to a person or group acquiring or
attempting to acquire 15 percent or more of the out-
standing shares of common stock. The rights expire on
October 25, 2009, unless redeemed or exchanged by
the Company earlier.
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Balance at March 31, 1999 ...

3,984,069 $14.37

Granied ............. e reeeereerrerereareara e, 473,500 $ 9.83
EXEFCISEH «vennnitiiiniiiiiiii e e e e ceeeeeeen. (402,548) $11.73
GaNCEIEl ..eeeiei e e e (97,226) $16.46
Balance at March 31, 2000 ............cooiviiiiiiiiiiiiicccee s ceeeenennees 3,957,795 $13.07
Granted .............. P 25,000 $10.69
BXOFCISEH ..ovvrennrniiiiniiiiin et e e e (28,800) $10.78
Canceled ........cceuneee... et rererrreaeeae e eeaana e (70,721) $16.20
Terminated — PFSweb spin-off .................... RPN < X : 1: X 2.4y L3 $14.00
Reissued — PFSweb spin-ofi ..... e eraeseeetennerareneetenettenaanteannna—n veeneeeee 3,034,736 $ 8.00
Granied .......... et retieereteetaeeerseeeetesennnnsannannn erreerrrrrrceeeennnnnneees 2,441,000 $ 6.43
Exercised .....ocoiiiiiiiininieiieeas PPN (10,533) $ 744
Canceled .. (356,932) $ 8.00
Balance at March 31, 2001 ............ P RRIPPOIPONN . 1 A 1 - B2 | $ 7.33
Granted............ R cevrverrersareeenns. 1,866,300 $10.68
EXercised ....oovevvrurreninnninnees (1,212,381) $ 7.45
Ganceled .. PP (157 .4 I~ )} $ 7.23
Balance at March 31,2002 .......... N ceeneeee  5,207.976 $ 8.43
$ 4.88-$7.22 2,002,959 8.1 years $6.21 996,224 $6.20
$ 7.38-$10.17 2,321,274 7.7 years 8.36 1,236,173 8.07
$11.10-§15.01 973,743 9.4 years 13.14 132,743 14.17

5,297,976 $8.43 2,365,140 $7.62

to the spin-off and (2) the ratio of the exercise price of
each option to the market value of the underlying stock
immediately before and after the spin-off was preserved.
Other terms and conditions of each Replacement
Option, including the time or times when, and the man-
ner in which, each option is exercisable, the duration of
the exercise period, the permitted method of exercise,
settlement and payment, the rules that apply in the
event of the termination of employment of the employee,
the events, if any, that may give rise to an employee’s
right to accelerate the vesting or the time or exercise
thereof and the vesting provisions, are the same as
those of the replaced Daisytek Pre-spin Option, except
that option holders who are employed by one company
are permitted to exercise, and are subject to all of the
terms and provisions of, options to acquire shares in the
other company as if such holder was an employee of
such other company.

As of March 31, 2002, 2001 and 2000, 2,365,140,
2,367,243 and 1,038,568, respectively, of options
outstanding were exercisable. The weighted-average fair
value of options granted during fiscal years 2002, 2001
and 2000 was $5.39, $3.44 and $5.41, respectively.
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Deferred taxes reflect the impact of temporary differences
between the amount of assets and liabilities for financial
reporting purposes and such amounts as measured by tax
laws and regulations. These differences relate primarily
to provisions for doubtful accounts, capitalization of
inventory costs, reserves for inventory, book versus tax
depreciation differences, and certain accrued expenses
deducted for book purposes but not yet deductible for tax
purposes. A reconciliation of the difierence between the
expected income tax provision for continuing operations at
the U.S. Federal statutory corporate tax rate of 35% for fis-
cal years 2002 and 2001 and 34% for fiscal year 2000 and
tire Company’s efiective tax rate is shown in the table on the
right (in thousands).

o | 2002

Cash paid during the period for:

IMEEIESE et iiiiiei ettt e e tee e s ecasaenen s rarensnsnrensnenses 97,159
INCOME EAHES . e eeneineiieniint i ritiat it v erecnerentensannnranranenns veeeeee $3,355
Fixed assets acquired under capital leases ..... rttreeearrerirrerrnrnrnren s 93,088

S S, 2002 .
Provision computed at Statutory rate .......voveveviiininiiiiieiniieeieenens $6,651
Impact of foreign taxation at different rate ............. 368

State income taxes, net of federal benefit ..........c.ceviiiiiiiiiniinnrneenineinens 376

Expenses not deductible for tax purposes ...........ccccecvevenvanen. 159
Change in valuation reserve —
Other ........... .. (488)

Provision for income taxes ....

creveennn $7,088

THE PROVISION (BENEFIT) FOR INCOME TAXES IS SUMMARIZED AS FOLLOWS (IN THOUSANDS):

......... NOOM
Domestic ...covenevnnininennn.. PP OPP U /28 & [1]
State........ e Eeatietaesereasiereentranerreranreaneanreratantanneaar e nereaanan 376
Foreign....covveviininnaenn. . 4,550
Toial current...... . 7,036 ’

Domestic ... 130

State. e 20
Foreign............. (120)
Total deferred......ovveineiniiiiiene et s 30

Total........... PP 9 R 1 1]
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Although the Company carries products and accessories
supplied by numerous vendors, the Company’s net rev-
enues from products manufactured by its ten largest
suppliers were approximately 70%, 76% and 78% of
total net revenues during fiscal years 2002, 2001 and
2000, respectively. The Company has entered into writ-
ten distribution agreements with nearly all of its major
suppliers. As is customary in the industry, these agree-
ments generally provide non-exclusive distribution
rights, have one-year renewable terms and are ter-
minable by either party at any time, with or without
cause. Additionally, many of the Company’s suppliers
offer rebate programs under which, subject to the
Company purchasing certain predetermined amounts of
inventory, the Company receives rebates based on a per-
centage of the dollar volume of total rebate program
purchases. The Company also takes advantage of sever-
al other programs offered by substantially all of its sup-
pliers. These inctude price protection plans under which
the Company receives credits if the supplier lowers
prices on previously purchased inventory and stock rota-
tion or stock balancing privileges under which the
Company can return slow-moving inventory in exchange
for other products.

A significant portion of the Company’s computer and
office supplies operations is conducted in foreign coun-
tries, exposing the Company to risks such as changing
regulatory requirements; legal uncertainty regarding
foreign laws, tariffs and other trade barriers; political
instability; potentially adverse tax consequences; for-
eign currency fluctuations; and cultural differences.
Revenues from operations outside the United States
totaled $408.3 million, $346.5 miltion and $279.7
million and operating contribution from operations out-
side the United States totaled $15.8 million, $13.1
million and $5.2 million for the fiscal years ended
March 31, 2002, 2001 and 2000, respectively.

The Company is involved in certain litigation arising in
the ordinary course of business. Management believes
that such litigation will be resolved without material
effect on the Company's financial position, resuits of
operations or cash flows.

In connection with the IPO of PFSweb, the Company
has guaranteed or subleased to PFSweb certain operating
lease obligations. The Company does not expect to
make any payments under these guarantees or sublease

agreements; however, if performance were required, the
amounts listed below would be mitigated by termina-
tions and/or subleases. The total minimum payments for
the PFSweb operating leases which are guaranteed by
the Company are as follows (in thousands):

2004 ....... R e tereesaenaan— 3,860
2005 ..ieiiiiii e 2,649
2005 ........... emenaea. 2,693
2007 .eieiiiiiienirire e e e e 2,516
Ther@afler «covvvreiiiniiniiiircrseeisinenes 1,319

Total ........... e eeaan veeeen $18,521

The Company has a defined contribution employee sav-
ings plan under Section 401(k) of the Internal Revenue
Code. Substantially all full-time and part-time U.S.
employees are eligible to participate in the plan.
The Company, at its discretion, may match employee
contributions to the plan and also make an additional
matching contribution in the form of profit sharing in
recognition of Company performance. For fiscal years
2002, 2001 and 2000, the Company matched 10% of
employee contributions resulting in a charge against
income of approximately $138,000, $143,000 and
$91,000, respectively.

The Company currently operates in two reportable busi-
ness segments — computer and office supplies and pro-
fessional tape products. Prior to the spin-off of PFSweb
during July 2000, the Company also provided transaction
management services to both traditional and electronic
commerce companies. The Company's reportable seg-
ments are strategic business units that offer different
products and services and are managed separately
based on the fundamental differences in their opera-
tions. PFSweb segment revenue includes revenue
earned for certain services provided to the computer and
office supplies segment, which is eliminated in consol-
idation. The accounting policies of the segments are the
same as those described in Note 1. No single customer

accounted for more than 10% of the Company’s annual
net revenues for the fiscal years ended March 31,
2002, 2001 and 2000.

COMPUTER AND OFFICE SUPPLIES

The computer and office supplies segment distributes
over 23,000 products, including such items as toner
and inkjet cartridges, diskettes, data cartridges and
other supplies for inkjet and laser printers, photocopiers
and fax machines, as well as traditional office products.
Computer and office supplies products are used in a
broad range of computers and office automation prod-
ucts, including laser and inkjet printers, photocopiers,
fax machines, data storage products and, increasingly,
digital imaging applications. The Company markets and
sells internationally known, name brand products from
all major manufacturers such as Apple, Avery Denison,
Brother, Canon, Epson, Fellowes, Hewlett-Packard,
IBM, Imation, Lexmark, Maxell, Okidata, Panasonic,
Quantum, Sanford, Sharp, Smead, Sony, Tektronix and
Xerox. Customers include computer supply specialists,
contract stationers, office products dealers and retailers,
consumer-convenient channel retailers (including drug
and grocery stores), other retailers and value added
resellers (VARs), internet-based resellers and other
independents who resell the products to end-users.
During fiscal year 2002, the Company distributed
computer and office supplies to more than 70,000 cus-
tomer locations. This segment also includes
VirtualDemand, the Company's wholly-owned subsidiary
which provides database management, outbound tele-
marketing, inbound customer support and e-marketing
on a fee basis to manufacturer and reseller partners.
The Company expanded its computer and office sup-
plies operations internationally into Canada in 1989,
Mexico in 1994, Australia in 1996 and Argentina in
2000. Daisytek began distribution to Central and South
America in 1996 from a Miami fac

PROFESSIONAL TAPE PRODUCTS

The professional tape products segment, headquartered
near Chicago, lllinois, distributes media products to the
entertainment, broadcast, news, motion picture and
multimedia industries throughout the United States.
Daisytek began operating the professional tape products
segment in 1998 and currently distributes more than
2,800 professional tape products. Customers include




"Hasseg ssny pue yal '4Sv¥g-03LNT ‘dluoseued

"G BION Ul PISSNISIP SB ‘0002 ‘A¥ajuenp ‘axely “ing ‘Auog autpnjour  ‘siainjoejn

AInf Buunp Gams4d Jo jjo-uids ay) paje|dwiod Auedwod  _yew g sano Aq parjddns ase sponpoid adey jeuocissajold
8y -adoun3 pue epeue ‘sejels paiun syl ut Alnewnd s fuedwon oy etpew a8ei0}s elep pue wiy ainoId
S30IMBS puB S1onpoid Plos pue SalUedWOd B3IBWWO-3  yojjow ‘adejoipne ‘adejospin apnjoul synposd ade;
pue jeuoljipe} yioq 03 SadlAlas H.CQEQMMCME uolloesued) jEUOISSB0Id "BIPAW 3|(ePIOIDI JO SIOSN ISYJ0 Se ||am
pepinoid gams4d Aseipisqns Jawioy sAuedwod dUL  se ‘siapincid aedylEAY puUB SUOHNYIISUI |BUOIIEINPS
'siapinoid uoISIABIA) 9|qED ‘S3IdURBE |BIUBIUIBA0S ‘SaID

HAMSAJI -us3e 3uisiusape ‘ssiuedwod JSEOPROIQ pue uo1jonpoid

06E'vIb G eI PRI pajepijosuog
_ e eesassssraraaseseernannrarneerns Emmu_mn_._m PanuuodsIp Jo s1assy

- fesemnaatesestsrrteaarasananensanasaatasatnnnn suoneuIwy|3 ~=0=_MDW_._&~=_

| ::: .:::. - qamsid
—OW.O.v .......... mesevsrassuaswussvsrserruTaNnncevnnny muU—__uD._a Dns _m_._o_wwwho._m
661'pLE ¢ °°° suonesado panunuoasip Suipnjoxa ‘saijddns aaiyo pue 1aynduwios

"K10JuBAUl JO SUMOP-9)LUM pue alodedulg

0 BUISO1> a0 0} PoIEIaI 1200 “SaSEBIT SoUEROE 1G5 [BOGE  § e s s palenOSHON
peq ,Dw\smmn_ 10 tol_.:am 3yl Yum pajeloosse SailIAIOR — LR Y PR P PP PP m—._a_aﬁ—__—:__o u—_OEMwm._wa:_
uonjesedss pue Sutuolysodal ulepad apnjoul 0O0Z 4eak _ e oG
|eOS1} 10} S1S09 J3410 pUE Uollisuel) pajedojjeun g 910N

ur paqudsap mwmgmzo w_.:t:ow:‘_o: pue mE‘_:uU::wwL NM\..? SR semsEeRemEEssETEENsEEmEEEEssmesssREREEEAEENE wuusuo._n Ons_ﬂn_o_mmmuo._m

BuIpn|oul ‘s)uswWale]s |eIduBUL) PAJEPIIOSUOD S Aueduog
3yl ui pejodas suoljesado woly swodul sy} 0}
3|10U0J3J 0} PAPN|JUl 3Q ISnW pue Sjusw3as ajqeuodal

606'0c ¢ " suonesado panunuoasip 3uipnjoxa ‘sajjddns asyjo pue 18yndwon

83U} 01 paledo||e UdBQ JOU BdARY SUNOWE UIRLD) oco'sglL L e . ** pajepijosuo)
— ©tc suoneww|d Juawdasia|
‘Salji|ioey paleys — T qamsid

uo sjua d oyasea| pue SwWalsAs oydajo
juswaroidiul pioysseal p ! auoyaala 619'0L -+ syonpoud adey [euoissajold

pue uoljewojul Juswadeuew pazijejuad s Auedwon ay)
0} ajejal AjLrewnd juswdas sponpoid adey |euoissajoid
3y} 0] pajedojie jou S}asse syl 'S}S0d djes0diod Isylo
pue 3ARJISIUIWPE ‘DAINIBXS (2) Pue SWalsAs auoyda|al
pue 9snoyasem ‘UOIIBULIOJUI JudWAZRUBW PIZI|BIIUDD
s,Auedwog ay} o} pale|al s1s0d (1) :Juasaidal Ajiewsd
sasuadxa asayy ‘JudWSes siyj 0} Juawadeuew Aq pajed
-0||& Jou ale yoiym juswdas sanposd adey jeuoissajord . -
3] 0] 3)eja. jeyj s}asse pue sasuadxs uielsd sapnjoul
wswsdass solddns ao1yjo pue sendwod s Auedwo) sy

1SE'PLL 1S " suonesado panupuodsip 3uipnjaxa ‘saijddns adiyo pue ssndwog

DAISYTEK FINANCIALS 2002




DAISYTEK FINANCIALS 2002

Segment operating contribution............cocovieiineninnn., $35,681
Restructuring and nonrecurring costs ............cceeevnane. (8,556)
Unallocated cost of revenues — restructuring ................ (S00)
Transition and other unallocated costS ..........coevenenenee. —
Consolidated income from operations ...........ceceevevnen... $26,225
GEOGRAPHIC INFORMATION
........................................................... NO@N
Net revenues — computer and office supplies:
United States .......ccccveenennen .. $ 706,012
Canada .... 177,304
Latin America, including Mexico .. .. 149,628
Australia .. . 81,407
Other .. —
$1,114,351 ’
Long-lived assets — computer and office supplies:
United States ......ocoveveiiiiiiiciiiiiicicciicrcrieneenennn. $ 42,472
Investment in ISA (European investment) ...............e..u. 28,082
[ T - R 1,729
Latin America, including MeXico .........c.coeceiiiiiiaininn, 3,806
AUSTIAlIa ...vvevreiei i e e 4,484
Other ........... —_

$ 80,573

Summarized unaudited quarterly financial data for
fiscal years 2002 and 2001 are presented on the fol-
fowing page (dollars in thousands, except per share
data). Quarterly data as previously presented in the
Company’s Form 10-Qs, as applicable, has been restat-
ed to reflect the operations of BSD as discontinued
operations (see Note 4). See Note 8 for information
regarding certain restructuring and nonrecurring costs
which affect the comparability of quarterly data.
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1025 Central Expressway South
Suite 200
Allen, Texas 75013

972.881.4700
1.800.527.4212




